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Rejoinder to Criticism of Foreign Exchange Solution
WE

cannot fail to be impressed with the
thoroughness and scholarly character
of the criticism by our London office of our
solution to the problem on Foreign E x change, which problem and solution appeared respectively in the February and
April numbers of the B U L L E T I N .
" W e agree," runs the criticism, "that it
is an excellent problem, but having considered it in the light of our experience in
foreign exchange accounting, we find certain features, both in the problem itself and
the solution, which do not appear to conform with actual practice." The criticism
goes on to state that no instance has ever
been encountered in the experience of the
critic where the entries have been made
concurrently in parallel columns in two
kinds of currency.
In this connection, it occurs to us to
point out that the experience of any one,
no matter how broad or extensive, is a
dangerous basis from which to draw generalizations.
Various cases are known
where the accounts have been kept concurrently in two kinds of currency. Thus is
the argument of the critic broken down and

the use of generalizations questioned, unless they result from the examination of a
sufficient number of cases to make possible
statistical results.
W e agree that the labor of carrying
accounts in parallel columns in two kinds
of currency would be great if the volume
of transactions were to be large. It does
seem, howeyer, that the desirability of such
practice would depend largely upon the
circumstances in the case and in certain instances might be indicated.
In the concern under consideration, for
example, there would seem to be no necessity for the use of figures dealing with peso
currency in the N e w Y o r k books. Likewise, in the case of the Chilean books, there
would appear to be no reason for carrying
the accounts, except that with the N e w
Y o r k office, in U . S. dollars. It does seem,
however, when the account current to
be rendered to the New Y o r k office is prepared, that it would facilitate the work of
the latter if the entries were to be shown
in both pesos and U . S. dollars.
Where there are current transactions between two houses, where foreign currency
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is involved, where each house is making dise. This authority also stated at the
shipments to the other, where each is time, that the general practice as he had
remitting funds and charging interest, observed it was to follow this procedure.
etc., it appears that it would greatly
It naturally follows, of course, that if
facilitate keeping the accounts straight this method is adopted, any debit or loss on
and reconciling balances if the trans- exchange should be regarded as a financial
actions were to be shown in the two loss and not treated as an additional cost
currencies. In such instances, the par of merchandise.
of exchange has frequently been used or
W e note in the criticism, that some of
there has been adopted some arbitrary rate
the
credit has been applied against the cost
on which both parties have agreed and at
of
nitrate
shipments, thereby reducing such
which all conversions have been made. W e
cost.
This,
we think, is wrong, in that it
agree that an average rate is impossible,
tends
either
to
give the customer the benefit
and a daily rate impracticable, but we see
of
the
profit
on
exchange or make the profit
no reason why a fixed rate of some sort
appear
as
a
sales
profit, rather than a finanshould not be satisfactory.
cial profit. W e criticise the critic also for
Taking up the question of whether or
not applying some proportion of this
not there has been a profit on exchange, it
against the nitrate inventory.
appears that this is a matter of opinion.
W e appreciate very much the interest
Like many other matters in accounting,
there are two points of view. Some ac- which London has taken in this matter and
countants contend for interest as a part of the opportunity which the criticism has
manufacturing cost. Others combat this afforded for this discussion.
idea fiercely and show with a great deal of London has worked to our advantage.
force that it is improper to include interest
in cost. So, in the matter of exchange,
there is a difference of opinion as to
whether this credit which arises, should be
used to reduce costs or regarded as a
profit.
W e know of no way to settle a dispute
of this kind, except to get what authority
there is available and use it as a basis for
deciding. In illustration of this, we cite the
following: About three years ago, there
arose a case in which it was a question as
to whether or not the profit on remittances
to a foreign country should be used to reduce the cost of the goods purchased in
such country for shipment to the United
States. Since large sums of money were
involved in the decision, the question was
referred to a man who is generally regarded as the leading foreign exchange accountant in New Y o r k City and who gave
the opinion that the profit should be considered as a financial one and not used to
reduce the purchase cost of the merchan-

